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The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

This  is  our  financial-compliance  audit  report  on  the  Department  of  Public  Service  Regulation  for  fiscal 
years  1998-99  and  1999-00.  Included  in  this  report  is  one  recommendation  addressing  fees  commensurate 
with  costs. 

The  department's  written  response  to  the  audit  recommendation  is  included  at  the  end  of  the  audit  report. 
We  thank  the  commissioners  and  their  staff  for  their  assistance  and  cooperation  throughout  the  audit. 


Respect 


Scott  A.  Seacat 
Legislative  Auditor 
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Report  Summary 


Department  of  Public 
Service  Regulation 


This  audit  report  is  the  result  of  our  financial-compliance  audit  of 
the  Department  of  Public  Service  Regulation  for  the  two  fiscal  years 
ended  June  30,  2000.   The  report  contains  one  recommendation 
addressing  fees  commensurate  with  costs. 


We  issued  an  unqualified  opinion  on  the  financial  schedules 
contained  in  the  report.   This  means  the  reader  may  rely  on  the 
presented  financial  information  as  well  as  the  supporting  information 
on  the  state's  accounting  system. 

The  department  concurred  with  both  of  the  recommendations  made 
in  the  prior  audit  report.   One  prior  audit  recommendation  was 
partially  implemented  by  the  department  and  the  other  is  no  longer 
applicable.  The  recommendation  partially  implemented  is  addressed 
in  this  report  in  recommendation  #1 . 

The  listing  below  serves  as  a  means  of  summarizing  the 
recommendations  contained  in  the  report,  the  department's  response 
thereto,  and  a  reference  to  the  supporting  comments. 


Recommendation  #1 


We  recommend  the  department  document  its  basis  for 
each  fee  charged  to  ensure  the  fees  are  commensurate 
with  costs 
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Introduction 


We  performed  a  financial-compliance  audit  of  the  Department  of 
Public  Service  Regulation  (department)  for  the  two  fiscal  years 
ended  June  30,  2000.   The  objectives  of  the  audit  were  to: 


1 .  Determine  whether  the  department  complied  with  applicable 
laws  and  regulations. 

2.  Make  recommendations,  if  necessary,  for  improvement  in  the 
department's  control  structure. 

3.  Determine  whether  the  department's  financial  schedules  present 
fairly  the  results  of  operations  for  the  two  fiscal  years  ended 
June  30,  2000. 

4.  Determine  the  status  of  prior  audit  recommendations. 

This  report  contains  one  recommendation.    During  our  current  audit 
we  noted  areas  of  concern  which  we  deemed  not  to  have  a 
significant  effect  on  the  operations  of  the  department.   These 
concerns  are  not  specifically  included  in  this  report,  but  have  been 
discussed  with  department  management. 

In  accordance  with  section  5-13-307(2),  MCA,  we  analyzed  and 
disclosed  the  cost,  if  significant  and  practical  to  obtain,  of 
implementing  the  recommendation  made  in  this  report. 


Background 


The  Department  of  Public  Service  Regulation  was  created  by  the 
Executive  Reorganization  Act  of  1971  and  operates  under  the  direc- 
tion of  the  Public  Service  Commission.   The  commission  consists  of 
five  voting  members  who  are  elected  on  a  district  basis  and  serve  a 
term  of  four  years.   After  each  general  election,  one  of  the 
commissioners  is  elected  by  the  commission  to  serve  as  chairman 
until  the  next  general  election.   The  chairman  exercises  authority  on 
behalf  of  a  majority  of  the  commissioners. 


The  department's  responsibility  is  to  assure  the  public  receives  safe, 
adequate,  and  economical  utility  and  transportation  service  at  just 
and  reasonable  rates.   The  department  is  responsible  for  the 
regulation  of  certain  public  utilities,  motor  carriers,  railroads,  and 
pipelines  within  the  state.    It  also  performs  certain  safety  inspections 
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of  those  activities,  except  for  motor  carriers,  which  are  inspected  by 
the  Highway  Patrol  Division  of  the  Department  of  Justice. 

The  department  has  39.5  full  time  equivalent  (FTE)  positions  that 
include  five  commissioners  and  the  following  three  divisions: 

1 .  The  Utility  Division  exercises  general  control  over  public 
utilities,  including  rate  determination  and  safety  standards 
(19  FTE). 

2.  The  Transportation  and  Centralized  Services  Division  exercises 
general  supervisory  control  over  the  activities  of  motor  carriers 
and  railroads,  and  provides  administrative  support  to  the 
department  (11.5  FTE). 

3.  The  Legal  Division  advises  the  commission  on  matters  requir- 
ing a  legal  interpretation  or  opinion  and  represents  the 
commission  in  legal  proceedings  (4  FTE). 

The  1997  Legislature  provided  for  a  phase-in  to  customer  choice  of 
electricity  and  natural  gas  suppliers  and  restructuring  of  the 
electricity  industry  (Title  69,  ch.  8,  pt.  2,  MCA)  and  natural  gas 
industry  (Title  69,  ch.  3,  pt.  14,  MCA).    Large  electric  utility 
customers  had  the  opportunity  to  choose  an  electric  supplier  by 
July  1,  1998  and  all  remaining  electric  customers  are  to  choose  a 
supplier  by  July  1,  2002,  if  administratively  feasible. 

In  December  2000,  the  commission,  pursuant  to  its  authority, 
extended  the  date  for  choice  to  July  1,  2004,  finding  that  there  is  no 
workable  competition.   The  commission  is  authorized  by  section 
69-8-210(2),  MCA,  to  regulate  the  price  of  electricity  supply 
provided  by  default  supplier(s)  or  by  the  distribution  service 
provider  for  customers  not  served  by  a  competitive  supplier.   With 
the  extension  of  the  transition  period,  customers  with  loads  of  100 
kilowatts  or  more  will  now  be  eligible  for  regulated  supply  service 
from  Montana  Power  Company  until  July  1,  2004.   These  customers 
otherwise  would  have  been  ineligible  pursuant  to  section 
69-8-416(2).  MCA  (Senate  Bill  406,  1999  Legislature).   The 
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commission  determined  that  extending  the  transition  period  could 
provide  important  customer  protection  after  July  2002,  given  the 
status  of  electricity  supply  markets  in  Montana  and  uncertainty  over 
how  markets  will  develop  once  the  regulated  rates  expire. 

The  commission  will  continue  to  regulate  the  electric  retail 
transmission  and  distribution  systems  within  Montana  after  it  issues 
the  final  orders  on  a  utility's  transition  plan. 
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Prior  Audit  Recommendations 


Prior  Audit  ^e  performed  the  prior  audit  of  the  Department  of  Public  Service 

Recommendations  Regulation  for  the  two  fiscal  years  ended  June  30,  1998,  which 

contained  two  recommendations.   The  department  partially 
implemented  one  recommendation  and  the  other  recommendation  is 
no  longer  applicable.   The  partially  implemented  audit 
recommendation  is  further  discussed  on  page  7. 

The  recommendation  no  longer  applicable  to  the  department  relates 
to  the  Interim  Universal  Access  Program,  section  69-3-860,  MCA. 
This  statute  required  the  Department  of  Revenue  to  collect  $200,000 
in  surcharge  for  this  program  in  fiscal  year  1997-98  and  5500,000  in 
1998-99.   The  Department  of  Revenue  collected  this  surcharge  and 
expenditures  were  incurred  by  the  Public  Service  Regulation  in  a 
shared  fund.   We  recommended  that  the  department  work  with  the 
Department  of  Revenue  to  ensure  it  collected  the  $500,000  during 
fiscal  year  1998-99  because  in  fiscal  year  1997-98  the  Department  of 
Revenue  did  not  collect  the  entire  $200,000.    In  fiscal  year  1998-99 
the  department  collected  $447,184.   However,  chapter  426,  Laws  of 
1999.  repealed  section  69-3-860,  MCA,  effective  January  1.  2000. 
Because  of  the  change  in  law  that  removed  the  surcharges,  this  prior 
audit  recommendation  is  considered  no  longer  applicable. 
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Findings  and  Recommendations 


Fees  Commensurate 
with  Costs 


The  department  recorded  fee  revenues  of  $37,699  and  $44,169 
during  fiscal  years  1998-99  and  1999-00.  respectively.   These 
revenues  are  the  result  of  fees  charged  by  the  department  for  various 
services  and  are  classified  as  Licenses  and  Permits  and  Charges  for 
Services  on  the  Schedules  of  Total  Revenues  and  Transfers-In.   (See 
pages  A-7  and  A-8.)  The  department's  fees  include  transportation 
application,  transportation  identifier,  photocopying,  civil  penalty, 
and  legal  notices.   Section  69-1-1 14,  MCA,  requires  each  fee  be 
commensurate  with  the  costs  incurred  in  administering  the  function 
for  which  the  fee  is  charged.   Any  fees  set  by  federal  statute  are 
exempt  from  this  requirement. 


Since  the  last  audit,  in  which  we  recommended  the  department 
document  its  basis  for  each  fee  charged,  the  department  has 
reevaluated  its  fees  and  reduced  the  number  of  fees  collected  to  the 
five  mentioned  above.   However,  the  department  does  not  have  any 
documentation  to  support  the  calculation  of  the  fee  amounts. 
Department  officials  indicated  they  believe  the  fees  charged  are  fair 
and  cover  the  applicable  costs.   However,  until  the  department 
analyzes  and  documents  the  costs  involved  with  providing  each 
service,  it  cannot  demonstrate  compliance  with  section  69-1-114, 
MCA. 


Recommendation  #1 

We  recommend  the  department  document  its  basis  for 
each  fee  charged  to  ensure  the  fees  are  commensurate 
with  costs. 
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LEGISLATIVE  AUDIT  DIVISION 


Scott  A.  Seacat.  Legislative  Auditor 

John  W.  Northey,  Legal  Counsel 

Tori  Hunthausen.  IT  &  Operations  Manager 


i^| 


Deputy  Legislative  Auditors: 

Jim  Pellegrini,  Performance  Audit 

James  Gillett,  Financial-Compliance  Audit 


INDEPENDENT  AUDITORS  REPORT 

The  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  audited  the  accompanying  Schedule  of  Changes  in  Fund  Balances  and  Property  Held  in  Trust, 
Schedule  of  Changes  in  Fund  Balances,  Schedules  of  Total  Revenues  &  Transfers-In,  and  the  Schedules 
of  Total  Expenditures  &  Transfers-Out  of  the  Department  of  Public  Service  Regulation  for  each  of  the 
two  fiscal  years  ended  June  30,  2000.   The  information  contained  in  these  financial  schedules  is  the 
responsibility  of  the  department's  management.   Our  responsibility  is  to  express  an  opinion  on  these 
financial  schedules  based  on  our  audit. 

We  conducted  our  audit  in  accordance  with  generally  accepted  auditing  standards.   Those  standards 
require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about  whether  the  financial 
schedules  are  free  of  material  misstatement.    An  audit  includes  examining,  on  a  test  basis,  evidence 
supporting  the  amounts  and  disclosures  in  the  financial  schedules.   An  audit  also  includes  assessing  the 
accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating  the 
overall  financial  schedule  presentation.   We  believe  that  our  audit  provides  a  reasonable  basis  for  our 
opinion. 

As  described  in  note  1 .  the  financial  schedules  are  presented  on  a  comprehensive  basis  of  accounting 
other  than  generally  accepted  accounting  principles.   These  schedules  are  not  intended  to  be  a  complete 
presentation  and  disclosure  of  the  department's  assets  and  liabilities. 

In  our  opinion,  the  financial  schedules  referred  to  above  present  fairly,  in  all  material  respects,  the 
results  of  operations  and  changes  in  fund  balances  of  the  Department  of  Public  Service  Regulation  for 
each  of  the  two  fiscal  years  ended  June  30,  2000.  in  conformity  with  the  basis  of  accounting  described 
in  note  1 . 


Respectfully  submitted. 


V.^/v^oO  -/J 


I 

James  Gillett.  CPA 

Deputy  Legislative  Auditor 


January  25,  2001 


Room  160,  State  Capitol  Building,  PO  Box  201705  Helena  MT  59620-1705 
Phone  (406)444-3122    FAX  (406)444-9784  E-Mail  lad@state.mt. us 
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DEPARTMENT  OF  PUBLIC  SERVICE  REGULATION 

SCHEDULE  OF  TOTAL  EXPENDITURES  &  TRANSFERS-OUT 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30,  2000 


PROGRAM  (SUB-CLASS)  EXPENDITURES  &  TRANSFERS-OUT 


Public  Service 
Regulation 


Personal  Services 
Salaries 

Employee  Benefits 
Total 

Operating  Expenses 
Other  Services 
Supplies  &  Materials 
Communications 
Travel 
Rent 

Repair  &  Maintenance 
Other  Expenses 
Total 

Total  Expenditures  &  Transfers-Out 


1,516,701 

360.474 

1,877.175 

79.159 

32,184 

64,374 

48,489 

174,429 

479 

51.368 

450,482 

2.327.657 

EXPENDITURES  &  TRANSFERS-OUT  BY  FUND 


Special  Revenue  Fund 
Total  Expenditures  &  Transfers-Out 


Less: 


2.327,657 


Nonbudgeted  Expenditures  &  Transfers-Out 

Prior  Year  Expenditures  &  Transfers-Out  Adjustments 

Actual  Budgeted  Expenditures  &  Transfers-Out 

Budget  Authority 

Unspent  Budget  Authority 


2,327.657 

0 

482 

2,327.175 
3,221,138 

893.963 

UNSPENT  BUDGET  AUTHORITY  BY  FUND 


Special  Revenue  Fund 
Unspent  Budget  Authority 


$ 


893.963 


893.963 


This  schedule  is  prepared  from  the  Statewide  Accounting.  Budgeting,  and  Human  Resources 
System  (SABHRS)  without  adjustment.  Additional  information  is  provided 
In  the  notes  to  the  financial  schedules  beginning  on  page  A-1 1 . 
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DEPARTMENT  OF  PUBLIC  SERVICE  REGULATION 

SCHEDULE  OF  TOTAL  EXPENDITURES  &  TRANSFERS-OUT 

FOR  THE  FISCAL  YEAR  ENDED  JUNE  30.  1999 


Public  Service 
Regulation 
PROGRAM  EXPENDITURES  &  TRANSFERS-OUT 


Personal  Services 

Salaries  $              1,445,655 

Employee  Benefits  344,143 

Total  1,789,798 


Operating  Expenses 

Other  Services  99,591 

Supplies  &  Materials  34,155 

Communications  59,260 

Travel  50,362 

Rent  165,464 

Repair  &  Maintenance  (1,059) 

Other  Expenses  41,167 

Total  448,940 

Total  Expenditures  &  Transfers-Out  $  =  2,238,738 

EXPENDITURES  &  TRANSFERS-OUT  BY  FUND 

Special  Revenue  Fund 
Total  Expenditures  &  Transfers-Out 

Less:       Prior  Year  Expenditures  &  Transfers-Out  Adjustments 
Actual  Budgeted  Expenditures  &  Transfers-Out 
Budget  Authority 
Unspent  Budget  Authority 

UNSPENT  BUDGET  AUTHORITY  BY  FUND 

Special  Revenue  Fund  $  695,159 

Unspent  Budget  Authority  $  695,159 


This  schedule  is  prepared  from  the  Statewide  Budgeting  and  Accounting  System 

Additional  information  is  provided  in  the  notes  to  the  financial  schedules  beginning  on  page  A-11. 


$ 

2,238,738 

2,238,738 
(1,063) 

2,239,801 
2,934,960 

$ 

695,159 
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Summary  of  Significant 
Accounting  Policies 

Basis  of  Accounting 


Notes  to  the  Financial  Schedules 

For  the  Two  Fiscal  Years  Ended  June  30,  2000 


The  department  uses  the  modified  accrual  basis  of  accounting,  as 
defined  by  state  accounting  policy,  for  its  Governmental  Funds.  In 
applying  the  modified  accrual  basis,  the  department,  records: 


Basis  of  Presentation 


►  Revenues  when  it  receives  cash  or  when  receipts  are 
measurable  and  available  to  pay  current  period  liabilities. 

►  Expenditures  for  valid  obligations  when  the  department 
incurs  the  related  liability  and  it  is  measurable,  with  the 
exception  of  the  cost  of  employees'  annual  and  sick  leave. 
State  accounting  policy  requires  the  department  to  record  the 
cost  of  employees'  annual  leave  and  sick  leave  when  used  or 
paid. 

Expenditures  may  include:   entire  budgeted  service  contracts  even 
though  the  department  receives  the  services  in  a  subsequent  fiscal 
year;  goods  ordered  with  a  purchase  order  before  fiscal  year-end, 
but  not  received  as  of  fiscal  year-end;  and  equipment  ordered  with  a 
purchase  order  before  fiscal  year-end. 

The  financial  schedule  format  is  in  accordance  with  the  policy  of  the 
Legislative  Audit  Committee.   The  financial  schedules  are  prepared 
from  the  transactions  posted  to  the  state's  accounting  system  without 
adjustment. 

Accounts  are  organized  in  funds  according  to  state  law.   The 
department  uses  the  following  funds: 
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Notes  to  the  Financial  Schedules 


Governmental  Funds 


General  Fund  -  to  account  for  all  financial  resources  except  those 
required  to  be  accounted  for  in  another  fund. 


Special  Revenue  Fund  -  to  account  for  proceeds  of  specific  revenue 
sources  legally  restricted  to  expenditures  for  specific  purposes. 
Department  Special  Revenue  Funds  include  federal  natural  gas  safety 
funds,  the  gross  operating  revenue  tax,  and  the  Interim  Universal 
Access  Program. 


Fiduciary  Funds 


Trust  and  Agency  Funds  -  to  account  for  assets  held  by  the  state  in 
a  trustee  capacity  or  as  an  agent  for  individuals,  private 
organizations,  other  governments  or  other  funds.   The  department 
uses  the  agency  fund  to  account  for  the  bad  debt  collection  program 
administered  by  the  Department  of  Revenue. 


General  Fund  Balance 


The  negative  fund  balance  in  the  General  Fund  does  not  indicate 
overspent  appropriation  authority.   The  department  did  not  have 
General  Fund  appropriation  authority  for  fiscal  years  1998-99  and 
1999-00.   However,  it  does  charge  certain  fees  which  are  recorded 
in  the  General  Fund.   The  department's  outstanding  liabilities  exceed 
the  assets  the  department  has  placed  in  the  fund,  resulting  in 
negative  ending  General  Fund  balances  for  each  of  the  two  fiscal 
years  ended  June  30,  1999  and  June  30.  2000. 


Cash  Transfers/Direct 
Entries  to  Fund  Balance 


Cash  Transfers-ln  for  fiscal  year  1998-99  were  $2,823,364  and  the 
majority  relates  to  taxes  collected  by  the  Department  of  Revenue  on 
behalf  of  the  department.   The  revenue  is  moved  to  the  department 
as  Cash  Transfers-ln,  in  the  Special  Revenue  Fund.   In  fiscal  year 
1999-00  this  transfer  is  recorded  as  Direct  Entries  to  Fund  Balance 
in  the  Special  Revenue  fund  and  accounts  for  the  majority  of  the 
total  Direct  Entries  to  Fund  Balance  of  $2, 459, 303. 
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Department  Response 
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Montana  Public  Service  Commission 


Gary  Feland,  Chairman 
Jay  Stovall,  Vice-Chairman 
Bob  Anderson 
Matt  Brainard 
Bob  Rowe 


1701  Prospect  Avenue 
PO  Box  202601 
Helena,  MT  59620-2601 
Telephone:   (406)444-6199 
FAX#:    (406)444-7618 
http://www.psc.state.mt.us 


MAR  .  8  200I 


March  7,  2001 


Mr.  Scott  Seacat,  Legislative  Auditor 
Office  of  the  Legislative  Auditor 
State  Capitol  Building,  Room  160 
PO  Box  201705 
Helena,  MT   59620-1705 

Dear  Mr.  Seacat: 

Enclosed  please  find  the  Public  Service  Commission's  response  to  your  final 
report  on  the  audit  of  this  agency.   Included  with  this  response,  we  are 
returning  the  copy  of  the  report  per  your  request. 

We  enjoyed  working  with  your  staff  of  professional  auditors  and  look 
forward  to  meeting  with  you  and  the  Legislative  Audit  Committee. 

Sincerely, 


Gary  Feland 
Cha/rman 
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Utility  Consumer  Complaints:   800-646-6150 


An  Equal  Employment  Opportunity  Employer 


RESPONSE  TO  LEGISLATIVE 

FINANCIAL  COMPLIANCE  AUDIT 

JUNE  30,  2000 


FEES 


RECOMMENDATION 


DEPARTMENT  DOCUMENT  ITS  BASIS  FOR  EACH  FEE  CHARGED  TO 
ENSURE  THE  FEES  ARE  COMMENSURATE  WITH  COSTS. 


RESPONSE: 


Concur. 

Department  will  document  its  basis  for  each  fee  charged  or  in  the 
alternative  seek  legislation  to  amend  Title  69-1-114  MCA  to  require 
fees  to  be  reasonable. 


Page  B-4 


